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General Business Conditions 





HE changes in business during the 

month of April have shown less uni- 

formity than during the earlier 

months of the year, when advances 

were fairly widespread. The re- 
newed irregularity probably reflects the pass- 
ing of the Spring peak more than any other 
factor, and when all the returns are in and 
adjustments made for seasonal influences, it 
is not likely that any great change in the net 
situation will be shown, nor any important 
revision of previous views of the prospect 
called for. Time alone is a very important 
element in business recovery at this juncture, 
and the passage of four months from what 
it is hoped will prove the bottom of the de- 
pression has brought gains not only in activ- 
ity, but in correction of maladjustments which 
carry us that much nearer the eventual up- 
turn. Meanwhile the basic trend is mostly 
sidewise, and the approach of Summer exerts 
a restrictive influence against early improve- 
ment in actual volume of production and 
trade, whatever the course of the seasonally-~ 
corrected indexes may be. 

The April record has not been brightened 
by the action of the markets. Indications 
earlier this year that the downward curve of 
wholesale commodity prices was flattening 
out proved to be deceptive, and the price 
averages have dropped to new lows during 
the month. Of still greater effect upon the 
sentiment of the business community has been 
the renewed decline in the stock market, 
which must be considered a reflection both of 
dissatisfaction with present corporation earnr 
ings and of doubt that substantial improve- 
ment in those earnings during the Summer 
can be expected. Amidst the confusion and 
pessimism resulting from the repeated sef- 
backs which have been experienced on the 
stock exchange, it is well to bear in mind 
that similar situations have been known be- 
fore and have afforded the opportunity for 
fore-handed and far-sighted investors to lay 
the foundations for large future gains. 

Among the relatively favorable news of the 
month, that from the automobile industry is 
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perhaps the best. Production, while still at 
a low level as compared with the immediately 
preceding years, has continued to show a 
greater than seasonal gain which is the more 
cheering because output is being carefully 
adjusted to sales requirements. For most 
companies March registrations compared bet- 
ter with 1930 than either February or January. 

In the renewed decline in commodity prices 
wheat has been an exception, having advanced 
early in the month and held part of its gain. 
This is a happy though not necessarily final 
reassurance for those who expected that the 
lack of Farm Board support for the new crop 
would bring 50-cent wheat in Chicago for the 
Summer months. While there is reason to 
fear the impact of the coming winter wheat 
movement upon the market, adding to the 
huge carryover on hand, there are offsetting 
indications of improvement, if one is willing 
to look ahead, from which support may be de- 
rived. One of these is the probability that 
European countries, which by milling restric- 
tions on imported grain have been speeding 
their ‘own supplies into consumption, will 
increase their demand for North American 
wheat. Another is the preliminary estimate 
credited to the Argentine Ministry of Agri- 
culture that acreage in that country will be 
reduced 15 to 20 per cent next season; and 
private estimates place reduction in Australia 
at 20 per cent, and in Canada at 7 per cent, 
while the United States Department of Agri- 
culture has already reported for our own 
Spring wheat areas an intention to plant 24 
per cent less acreage to durum and 12 per cent 
less to other varieties. All these figures are, 
of course, tentative, but the reductions indi- 
cated are only what might be expected to fol- 
low the long period of low prices. 


Crop Prospects 


One of the causes of the more bullish feeling 
in wheat has been the dry weather in the 
Northwestern Spring wheat states, in which 
the deficit of subsoil moisture has been further 
added to. Otherwise there is no impressive 
evidence that last Summer’s drought has left 
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any dangerous scars on this year’s agricultural 
prospects, although low reserves of moisture 
in many areas make the crops more than usual- 
ly dependent upon future rainfall. Cotton is 
getting off to a generally satisfactory start 
with preliminary estimates of acreage reduc- 
tion averaging approximately 10 per cent and 
a considerably greater decrease in the use of 
fertilizers which may curtail the yield per acre, 
although the weather will chiefly determine 
that. This early prospect for smaller produc- 
tion of wheat and cotton suggests that by Fall 
it may be seen that agricultural prices have 
passed their low point, and even modest im- 
provement in that direction would have an 
important effect in lessening apprehension and 
creating a better business psychology. 

Retail trade is spotted. In some cases 
where Easter sales were disappointing, im- 
provement has occurred since, and the decline 
in dollar values of department store, chain 
store and mail order sales is little if any 
greater than the price reductions made, sug- 
gesting a well-sustained physical volume of 
sales. 

Cotton goods markets have been quite dull, 
but the heavy sales made in the first quarter 
carried the mills into April in the most satis- 
factory position with respect to stocks and 
unfilled orders since 1927, except for a brief 
period in 1929. It is believed that domestic 
consumption of cotton in May will go ahead 
of 1930 for the first time, and continue ahead 
during the remainder of the year. Exports 
have been running in excess of last year for 
some time past. 


Steel and Building 


Steel mill activity declined from 57 per cent 
toward the end of March to 49 for the third 
week in April. It is usual for steel production 
to fall off after a Spring peak, and steel 
makers believe that the business in sight is 
sufficient to hold operations near the present 
level during the next several weeks. Scrap 
prices have weakened and the steel price ad- 
vances announced April 1 have still to be 
tested by volume business. 

The daily average of building contracts re- 
ported by the F. W. Dodge Corporation dur- 
ing the first three-quarters of the month was 
14.2 per cent less than in March and 289 per 
cent less than a year ago, and this agency 
estimates that construction during the second 
quarter will show a decline of at least 20 per 
cent as compared with the same quarter of 
1930. In the first quarter the drop was 24 per 
cent. It is interesting to note, however, that 
residential building during the first quarter, 
figured in cubic feet of floor space, showed an 
increase over a year ago, arresting the decline 
in this class of building that has been in evi- 
dence for more than two years. It must be 
borne in mind that in making dollar compari- 
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sons ih building, as in all other cases, the price 
decline should be allowed for. 


The Trend of Building Costs 


Through the courtesy of the George A. 
Fuller Company, we are enabled to publish 
this month a chart of building costs compiled 
by them which combines the three factors of 
material prices, wage rates, and productivity 
of labor as represented by the quantity re- 
quired to turn the material into a finished 
building. The costs charted are a composite 
for three types of construction—factories, 
hotels and lofts; the data embrace a group of 
materials and labor costs commonly and con- 
tinuously used in building work, and the com- 
posite costs are shown as indexes upon the 
base January 1, 1914=100. We have space 
to show the chart only since the base date, 
although the George A. Fuller Company have 
carried it back to 1909, 
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The period of present interest is that since 
December, 1929, when a peak of 207 was 
reached, from which a decline to 186 or 10 per 
cent, had occurred on April 1. As wage rates 
in the building trades have not been reduced 
this decline is attributable to lower material 
prices and increased productive efficiency. 

In the latter part of 1929 bricklayers in the 
metropolitan district of New York were re- 
ceiving $1.87%4 an hour wage and laying an 
average of 250 to 300 face brick or 700 com- 
mon brick per day. Now they are receiving 
$1.92%4 an hour but laying 400 to 500 face 
brick and 1200 to 1400 common brick per day, 
an increase of approximately 80 per cent in 
efficiency. It is roughly estimated that. the 
daily output of structural steel erectors has 
increased 20 per cent, and the combined effi- 
ciency of all building trades by nearly that 
amount. It is likewise general testimony that 
the grade of workmanship has not suffered by 
the increased speed. 

All this is a good illustration of the axiom 
that hard times produce hard work. The de- 
crease in building costs that this hard work 
is accomplishing appears a very necessary and 
salutary thing when consideration is given to 
the rise that took place between 1922 and 1929, ° 
and to the contrasting great reduction in unit 
costs and selling prices that has taken place in 
a wide variety of other industries, including 
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automobiles, tires, many house furnishing 
goods, and even a large number of building 
materials themselves. In most of these lines 
manufacturers were able vastly to extend their 
market in 1923-1929 by getting their costs 
down. If building can continue to make prog- 
ress as it has recently, it may uncover a con- 
siderable market for its wares in improving 
the housing facilities of our cities and small 
residences generally. That branch of the in- 
dustry in the main has been distinctly back- 
ward as compared with the types of work 
covered by the Fuller index. 

Aside from labor economies and declines in 
prices of staple materials, reductions in build- 
ing costs through technical improvements are 
being made to a greater extent “off the job” 
than on it; that is, in the cheapening of the 
many fabricated articles that enter into con- 
struction and ornamentation. Economies in 
these lines are being passed on in prices by 
the rigorous competition that exists, and a 
number of wage rate reductions have occurred 
in the supply trades. Moreover, in some re- 
spects revisions in code requirements are also 
making reductions possible, so that, on the 
whole, the progress made in lowering costs 
is encouraging when related to the situation 
in preceding years. 


General Progress in Reducing Costs 
Throughout industry the necessity of re- 


ducing costs of production and selling prices 
of the product has been the paramount con- 
sideration of executives during the past sev- 
eral months, and the progress made in that 
direction continues notable, and is one of the 


encouraging features of the situation. The 
methods by which this reduction is being ac- 
complished are varied; they include lower 
prices of raw materials, economies in organ- 
ization, increases in productive efficiency, and 
salary and wage reductions. In many cases 
the economies achieved in other directions 
have enabled manufacturers to reduce costs 
and selling prices substantially without resort 
to general horizontal wage cuts, and the 
tendency to avoid such cuts, or defer them as 
long as possible, is a matter of common ob- 
servation. However, the number of reduc- 
tions announced has increased since the. first 
of the year, and whereas the largest number 
reported by the Department of Labor in any 
month of 1930 was 133 in August there were 
335 in January this year, 228 in February, and 
175 in March. 

The use in the newspapers of the word 
“conspiracy” in connection with wage reduc- 
tions is so manifestly extreme that it can be 
dismissed. They can be no more an outcome 
of conspiracy than the declines in, say, com- 
modity prices and dividends have been. It 
is evident that employers generally are ap- 


proaching the question with a deep sense of 
social responsibility and a sobering realization 
of the broadness and importance of the prin- 
ciples involved. Those who have the financial 
strength to carry through dull times, and in 
whose unit costs labor bulks relatively small, 
will doubtless make every effort now, as they 
have done during the past year or more, to 
carry on without cutting wage rates. On the 
other hand, the disparity between costs and 
competitive selling prices is compelling an 
increasing number of those with relatively 
high unit labor charges to reduce them. In 
many instances the ensuing reduction of sell- 
ing prices is permitting operations that other- 
wise could not be conducted, and to that ex- 
tent keeping up the amount of wages actually 
disbursed. 


Maintaining Buying Power 


The problem of maintaining the buying 
power of the population is one of preserving 
the balance between the different groups of 
producers and consumers. What is wanted is 
a price level for commodities that will enable 
goods to exchange freely in the markets. If 
the price of labor, or any other item entering 
into the cost of manufactured goods, is too 
high in terms of what large groups of con- 
sumers such as farmers and producers of raw 
materials (who have suffered heavy declines 
in purchasing power) can pay, the mechanism 
of exchange is thrown out of gear, production 
slows down, people are thrown out of work 
and purchasing ability everywhere is cur- 
tailed. In other words, while we do not wish 
to take any general stand either for or against 
wage cuts, we consider it desirable to point 
out that a broad view of the situation must 
take account of many factors besides the wage 
rate. Perhaps the simplest statement of buy- 
ing power is that it is the product of hourly 
wage rates multiplied by hours of employ- 
ment, divided by prices of the things bought. 
The desirable high quotient must be sought 
through equitable adjustment of all three ele- 
ments. It is as necessary to keep the man at 
work and to sell him goods cheaply as it is 
to pay him a high nominal wage scale. Ad- 
justment of these factors will vary in different 
industries. In practice the problem is being 
worked out carefully by manufacturers with 
the facts of cost sheets before them, and the 
decisions thus reached are likely to be wise 
regardless of which theories they square with. 

The reduction of costs through increasing 
individual productivity is what makes possible 
high money wages and low selling prices. This 
productivity is a compound of many factors 
including personal efficiency of labor, techni- 
cal competence of management and the aid 
supplied by capital in the form of equipment 
and machinery. It is universal testimony that 
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output per workman rises in times like these. 
We have already given some interesting 
examples of this rise in discussing building 
costs. This increase in output is a good argu- 
ment for maintenance of wage scales, but it 
also illustrates the wasteful laxness of produc- 
tive efficiency that accumulates in boom 
periods. We do not hold a fatalistic attitude 
as to the necessity for depressions, but we 
recognize that they are the most effective ene- 
mies of the wastefulness and unproductive- 
ness which can seldom be combatted when 
they are at their worst, i.e., during the up- 
swings. Decision whether the increase in 
labor efficiency is sufficient to avert the neces- 
sity for wage reductions must be made, we 
repeat, by each manufacturer on the basis of 
the actual conditions he faces. 


Fears for the Standard of Living Baseless 


The formula for buying power stated above 
supplies a key for the examination of the state- 
ment that lower wage rates endanger the 
American standard of living. We think it cor- 
rect to say that what is temporarily affecting 
that standard is not cuts in wage rates in rea- 
sonable proportion to declines in the cost of 
living, but the inability of American employ- 
ers, who are unable to reduce costs (including 
wage costs) and selling prices to the market’s 
requirements, to give work to American work- 
men. Standards of living are determined not 
by the number of dollars per hour or day a 
man is paid for working, but by what he can 
buy with the total number of dollars he re- 
ceives. The dollar is merely a counter in an 
exchange of labor for goods and services, This 
is fairly well understood in this country, where 
the term “real wages” is generally familiar; it 
has been discussed at length previously in 
these letters, and requires no further exposi- 
tion at this time. 

There would be more occasion for concern 
over the maintenance of American standards 
of living if there were any reason to believe 
that technical progress in the production of old 
goods and the creation of new has come to an 
end. But the contrary is the case. Labora- 
tories are being extended, not abandoned; en- 
gineers and other scientists are more numer- 
ous and able, and managers more efficient, not 
less. Out of their work will come in the future, 
as in the past, the chief gains in living stand- 
ards, which are achieved by reductions in 
costs. 

The present factors in the situation (except 
the increased productivity of labor, on which 
no calculable data are available) are indicated 
in the accompanying chart. Four trends are 
shown, all upon the base 1926=100. The top 
line is an index of hourly wage rates paid 
to those actually at work in manufacturing 


Wage Rates, Living Costs, Prices and Payroll Totale 


industries, compiled by the National Indus- 
trial Conference Board. It is now substan- 
tially higher than the second line, which is a 
cost of living index, also compiled by the 
Conference Board, and includes retail food 
prices, housing, clothing, fuel and light, and 
a miscellaneous group. The divergence of 
these lines indicates that those who are 
fortunate enough to be fully employed at 
these average rates are enjoying the highest 
real wage in history. But the fallacy of ap- 
plying this conclusion very broadly is shown 
by the bottom line, which is actual factory 
payroll totals as reported by the Department 
of Labor. Its low position offsets the showing 
of the hourly wage rate, and is the most seri- 
ous element in the problem. 


The line next to bottom is the Bureau of 
Labor Statistics index of wholesale commo- 
dity prices, and its position below the cost of 
living indicates that those who gain their live- 
lihood from the production of these commo- 
dities have suffered a decline in real wages. 


First Quarter Profits 





Reports to stockholders covering the first 
quarter of 1931 that have been published dur- 
ing the past month by some two hundred in- 
dustrial corporations indicate a decline in net 
profits of approximately 49 per cent as com- 
pared with the corresponding period a year 
ago and of 62 per cent from the record levels 
of 1929. First quarter profits .of this group 
of companies, engaged in a wide variety of 
different lines of business, amounted to $356,- 
000,000 in 1929, $270,000,000 in 1930 and $136,- 
000,000 in 1931. The accompanying table 
gives a summary of the reports for 1930 and 
1931 classified according to major industrial 
groups, together with the net worth or capital 
and surplus of the companies, which amounted 
to $10,140,000,000 at the beginning of 1930 and 
$10,316,000,000 at the beginning of the current 
year. On this capitalization, profits for the 
first quarter represented a rate of return of 
10.7 per cent annually in 1930 and of 5.3 per 
cent in 1931. 















The marked fluctuation in quarterly profits 
of industrial corporations during the past five 
years may be seen from.the diagram below, 
which is based on rate of return in order to 
allow for the substantial increase in capital 
stock and surplus account that has taken 
place during the period, and is expressed in 
relatives of the 1926-1930 average taken as 
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When the volume of production is as low as 
at present, it is difficult to reduce operating ex- 
penses in proportion, while overhead expenses 
such as rent, heat, interest, depreciation, etc., 
are relatively fixed and must therefore be dis- 
tributed over a smaller number of units. 
Nevertheless, the managements of many or- 
ganizations have accomplished a great deal 
in the last two years toward lowering their 
costs and are in a position where any im- 
provement in volume, combined with a termi- 
nation of the price decline, should quickly be 
reflected in net income. 

It is encouraging to find that so many com- 
panies were able to make even a small profit 
during the first quarter, considering the diffi- 
culties under which they were forced to oper- 
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ate. In the year 1921 the Treasury Depart- 
ment statistics of income showed that the 
net income of all manufacturing and mer- 
chandising corporations in the United States 
reporting net income, less taxes and less the 
deficits of corporations reporting no net in- 
come, resulted in a net deficit of over 
$600,000,000. 


Showing of Different Industries 


Because of the fact that only a limited 
number of companies issue interim reports it 
is impossible to get an absolutely complete 
or accurate picture of operating results in 
individual industries for the first quarter, but 
the tabulation will show the trend in a few 
industries. Nineteen iron and steel companies 
had net profits of only $9,000,000 in this year 
as compared with $62,000,000 in 1930, repre- 
senting a decline of 85 percent. Rate of oper- 
ations in the steel industry averaged approxi- 
mately 51 per cent of capacity, which was 
somewhat higher than the 45 per cent regis- 
tered in the final quarter of 1930 but contrasts 
with approximately 80 per cent in the initial 
quarter of last year. Moreover, prices have 
been reduced on iron and steel products with 
few exceptions, and the average is now about 
10 per cent lower than a year ago. 

The machinery and electrical equipment in- 
dustries, like steel, have suffered a severe de- 
cline in earnings during the past year, amount- 
ing to 62 and 61 per cent respectively. The 
industries that supply equipment and raw ma- 
terial to the host of other industries naturally 
experience a falling off in sales out of propor- 
tion to the decline in general business volume 
for the reason that in a time of depression 
the other industries are unlikely to need ad- 
ditional equipment and are trying to reduce 








FIRST QUARTER INDUSTRIAL CORPORATION PROFITS 






Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges and 


Reserves, but Before Dividends, 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock and Sur- 
plus Account at Beginning of Each Year. 


(In Thousands of Dollars) 

















Net Profits 
First Quarter 
No. Industry 1930 1931 

15 AUTOMODITES  2.....ccccrsooreererees $53,953 $28,817 

20 Auto ACCESSOTIES ........cccc00 “ r 
19 Chemicals and Drugs ....... 35,731 26,081 
7 Electrical Equipment........ \. 21,244 8,269 
21 FO00d Product .ccccccccssseesees 30,742 29,403 
19 Tron and Steel .......ccccscsrsrees 62,216 9,116 
12 Machinery ............ ins 9,462 3,564 
4 Office Equipment 4,142 2,239 
B PetroleuM ..........ccccccreeeeees re 3,529 D-942 
5 Printing and Publishing... 8,116 5,553 
10 Textile Products ........-c00000 1,410 129 
65 Miscellameous  .....ccccccccceceeees 31,620 20,628 
200 Total $270,057 $136,638 

















Annual 

Per Net Worth Per. Rate of Re- 

Cent January 1 Cent turnPerCent 
Change 1930 1931 Change 1930 1931 
—46.6 $1,612,852 $1,552,933 — 3.7 13.4 7.4 
—52.1 225,467 216,582 —39 14.0 7.0 
—27.1 981,776 1,084,743 +10.6 14.6 9.6 
—61.1 745,051 748,565 + 6 11.4 4.4 
— 4.4 818,350 836,165 + 2.2 15.2 14.1 
—85.3 3,415,860 3,546,619 + 3.8 1.3 1.0 
—62.3 240,774 241,048 + 1 15.7 5.9 
—45.9 116,147 118,753 + 2.2 14.3 7.5 
—100.0 353,327 328,019 — 7.2 a 
—31.6 103,959 104,186 + .2 $81.2 21.8 
—90.9 89,762 87,049 — 3.0 6.3 6 
—34.8 1,436,739 1,453,521 + 1.2 8.8 5.7 
—49.4 $10,140,064 $10,816,188 + 1.7 10.7 5.3 
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their inventories to a minimum. New orders 
received by the General Electric Company in 
the first quarter this year amounted to $60,- 
366,000 as compared with $90,398,000 in the 
same quarter of 1930, while bookings of the 
Westinghouse Electric & Manufacturing Com- 
pany and the Allis-Chalmers Manufacturing 
Company, next largest producers of electrical 
equipment, declined by 36 per cent and 56 per 
cent respectively. By way of contrast, the 
showing of nineteen miscellaneous food prod- 
uct companies, bakers, etc., might be cited, 
which group had a decline in first quarter 
profits of only 4 per cent. 

Fifteen automobile manufacturers suffered 
a decline in first quarter profits from $53,000,- 
000 to $28,000,000 or 46 per cent, and only one 
in the group,—Auburn,—was able to better its 
last year’s profits. | Six companies reported 
deficits. General Motors Corporation has is- 
sued a preliminary report showing a decrease 
in net profits from $44,969,000 to $28,999,000 
or 32.2 per cent. Although the dollar value 
of its sales has not yet been announced, the 
unit sales to dealers declined from 323,443 to 
255,997 vehicles or by 20.8 per cent, while sales 
to consumers declined from 286,690 to 231,881 
vehicles or by 19.5 per cent. Normally there 
is a considerable increase in inventories of 
General Motors dealers during the first quar- 
ter, but this year it amounted to but 24,116 
cars, which is the smallest increase for the 
corresponding period since 1925, at which time 
retail sales were less than 60 per cent as large 
as this year. The conservative policy of Gen- 
eral Motors in stocking dealers is understood 
to be characteristic of the motor industry as 
a whole and to have placed it in a position to 
quickly benefit from any improvement in con- 
sumer demand. 


Profits and Dividends 


A comparison of first quarter profits to divi- 
dend requirements was made in the case of 
representative industrial companies whose 
common shares are listed on the New York 
Stock Exchange and are paying a dividend. 
Out of 84 such concerns, 32 covered their 
dividend during the first quarter, while 30 
earned 50 to 99 per cent of the dividend, 11 
earned 1 to 49 per cent and 11 earned nothing. 
The average (unweighted) earnings per com- 
mon share declined from $1.00 to $0.60, and the 
latter figure amounts to 86 per cent of the 


average dividend requirement of $0.70 per 


share. 

It is probable that further reductions or 
omissions of dividends will be necessary. 
| However, it must not be forgotten that many 
corporations built up large surplus accounts 
during the years of good earnings and now 
hold cash and marketable securities that could 
be used for the maintenance of their dividends 


over a considerable period of slack times if 
such a policy were deemed advisable. 


Railroad Earnings 


A marked improvement is shown by the 
operating statements for the month of March 
that have been issued at this writing by sev- 
enty-one railroads, whose gross revenues 
represent more than three-fourths of the total 
for all Class I systems. Whereas net railway 
operating income in January, 1930 was 39 per 
cent below the corresponding month of a year 
previous and in February was 54 per cent 
below, the indicated March figure is only 24 
per cent below that of a year ago. Gross 
revenues for the month were down 16.6 per 
cent. This marked improvement was not 
caused, as some might suppose, by a particu- 
larly unfavorable showing in the 1930 period 
used for comparison, but has resulted mainly 
from the substantial reductions in operating 
expenses that have been effected during the 
past year through widespread economies. 

In the early part of 1930 the railroads con- 
tinued their expenditures at a level only 
slightly below that of 1929 but, when the later 
months failed to bring any improvement in 
traffic, they were forced to cut their expenses 
drastically if any margin of profit was to be 
preserved. Expenditures by the Class I rail- 
roads for maintenance of way were reduced 
from $108,190,000 in the first two months of 
1930 to $85,167,000 in the same period this 
year, charges for maintenance of equipment 
from $185,203,000 to $149,150,000 and trans- 
portation expense from $331,233,000 to $273,- 
883,000 

Monthly comparisons with a year ago 
should therefore become increasingly favor- 
able and, with any material expansion in traf- 
fic, the net operating income of the railroads 
could readily surpass that of the correspond- 
ing months in 1930. Some of the economies 
now being practiced are merely temporary 
measures and will be done away with when 
business recovers, but others may be retained 
permanently as eliminating unproductive and 
unnecessary expenditures. 


Money and Banking 


Outstanding in the field of credit during the 
month was the action of the Federal Reserve 
Bank of New York in reducing its purchase 
rate for acceptances from 1%4 to 1% per cent, 
the lowest in the history of the institution. 
Coming at a time when short term money 
rates were already ruling at the lowest levels 
in many years, this further evidence of weak- 
ening in the rate structure can only be inter- 
preted as an additional symptom of the dis- 
ordered economic conditions over the world, 
and timidity of capital resulting therefrom, 








which are causing funds everywhere to shun 
long term investments and to pile up in the 
short term money markets, particularly those 
of the United States. 


n this country, the explanation of declining 
rates appears both in the lack of domestic de- 
mand for credit, due to the business depres- 
sion, and to gold imports which are continu- 
ously increasing the base of the credit supply} 


The Domestic Credit Situation 


The low state of the domestic demand for 
credit is clearly reflected in the banking fig- 
ures. Since the first of the year the liquida- 
tion in the security markets has brought about 
a reduction of $515,000,000 in the loans on 
stocks and bonds by the weekly reporting 
member banks and carried the total of these 
loans to a point more than a billion dollars 
under the level of a year ago. At the same 
time “all other” loans of these banks have 
gone off by $410,000,000 since the first of the 
year and on April 22 were not only $628,000,- 
000 lower than a year ago, but the lowest for 
any reporting date since 1924. Usually 
some sort of an upturn in “all other” loans can 
be counted on in the Spring in connection with 
seasonal commercial activities, but this year 
the decline has been practically continuous 
since January. 

Thus all told, weekly reporting member 
banks have had approximately $925,000,000 of 
loans paid off in the past four months, and 
over 134 billions in the past year, and the 
funds released in this way by liquidation have 
had to seek employment elsewhere. 


As against this decrease in commercial and 
speculative requirements, one important source 
of increased demand for funds should be 
mentioned—to wit, Treasury borrowings to 
meet the deficit caused by the decrease in 
revenue collections and by the need for cash 
to pay veterans’ compensation certificates. In- 
come tax collections in March fell off $226,- 
000,000, or 41 per cent, from March a year 
ago, which, together with the payments to 
veterans, caused Treasury borrowings in 
March to run over $400,000,000 above maturi- 
ties, thus increasing the public debt by that 
amount. Moreover, as the veterans’ payments 
continued heavy, further sale of over $300,- 
000,000 securities by the Treasury was neces- 
sitated in April. Since Treasury securities, 
despite the low rates at which they are floated, 
are particularly attractive to banks by reason 
of their eligibility as collateral for loans at the 
Reserve banks, most of these issues were 
lodged in the banks and served to partly take 
up the slack caused by the decline in loans to 
regular customers. 

P wesc ug substantial as the Treasury’s 
émands have been, they have not been suffi- 
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cient to offset the liquidation elsewhere and 
funds have continued to accumulate and press 
upon rates. Thus far, however, the con- 
gestion has been confined almost entirely 
to the short term markets, while the bond 
market, where long term capital requirements 
are supplied, has been neglected) It is true 
that banks report a considerable increase in 
their holdings of investments over recent 
months, but if these holdings could be broken 
down and examined they would be seen to 
consist largely of Government and other gilt 
edge bonds, or issues of short maturity. 


This failure of the bond market to develop 
broad scale activity and strength continues 
one of the unsatisfactory features of the situ- 
ation. Until capital is ready once more to 
undertake long term commitments, as favor- 
able opportunities present themselves, busi- 
ness is bound to be handicapped. 


Influence of the Bill Rate 


In lowering its purchase rate for bills, the 
Federal Reserve Bank is merely taking cog- 
nizance of a condition of extreme ease already 
existing, and doing what it can to place the 
huge available supplies of credit at the dis- 
posal of business whenever a demand develops. 
Whether the reduction will prove to be a fore- 
runner of a cut in the discount rate, as has 
frequently been the case in the past, remains 
to be seen. At the present time, when the 
volume of member bank borrowings at the 
Reserve banks is down to the negligible total 
of $135,000,000, a change in the discount 
rate is not likely to have much significance. 
The fact, however, that most of the large city 
banks are now heavy investors in bills, which 
they are accustomed to sell to the Reserve 
bank when they need funds, means that a 
lowering of the Reserve bank’s purchase rate 
makes Federal reserve credit available at lower 
cost and thus tends towards a cheapening of 
general market rates. 


Owing to the excessive competition among 
banks for deposits and over-emphasis upon 
mere size—a situation which unfortunately 
exists over the country generally—banks too 
often shrink from reducing the rate .of interest 
on deposits, to the end that the lower rates 
can be passed on to the ultimate consumer. 


Gold Imports 


Aside from the slack credit demands in the 
United States, a second factor tending to swell 
the tide of unemployed funds in this market 
and depress rates has been the continuous and 
heavy inflow of gold from abroad. This move- 
ment has been in progress for more than a 
year, but only recently has shown signs of 
increasing rather than diminishing, a fact 
which was doubtless taken into consideration 
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by the directors of the Federal Reserve Bank 
in their action on the bill rate. 

For the year 1930 net gold imports into the 
United States amounted to $278,000,000, classi- 
fied, together with exports, as shown by the 
following table: 


Gold Movement to and from the United States—1930 
(000 omitted) 

Imports 
France $ 133 
Italy +f 
Canada 43,618 
Mexico 20,805 
Argentina 20,272 
Brazil 87,776 
Colombia 9,097 
Peru 6,896 
Venezuela 4,747 
Uruguay 8,354 
China and Hong Kong. 22,612 
Japan 156,609 
Philippine Islands 3,715 
Miscellaneous 11,416 


$396,054 $115,967 


$280,087 
2,400 


$277,687 


Exports 
$ 73,808 












































Total 


Net Imports 
Loss through earmarkings 


Net Gain ... 














For the year 1931 to date, gold imports 
totaled $131,000,000, not including $10,000,000 
en route from Argentina, which is at the rate 
of $400,000,000 for the year. The following 
table shows the imports for the first four 
months of this year, classified according to 
countries: 


Gold Movement to and from the United States—1931 
(000 omitted) 


Imports Jan. Feb. March 
France $ 3 - 50 
Canada 22,563 1,286 922 
Mexico 536 30 4,032 
Argentina 5,441 9,289 11,601 
Colombia 3,022 116 2,996 

1,000 

2,739 


Apr. Jan.-Apr. 
$18,500 $18,554 
24,771 

6,012 


14,782 41,113 


Uruguay 1,230 
China 1,612 
Japan 1,586 
Misc. 1,631 


1 
1,263 1,421 





Total 
Imports $34,425 


$25,660 $120,974 
Total 
Exports 54 14 26 94 
Net 
Import 34,371 16,142 25,634 44,733 120,880 
+2,500 +3,000 —7,000 -+10,400 


Earmark- 
et 
Gain +$46,271 +$18,642 +$28,634 +$37,733 +$131,280 


$16,156 


ings +11,900 
Ni 


What is the explanation of these constant 
additions to the already record breaking gold 
stocks of this country? It is apparent that 
this capital is not being sent here to lend in 
this market, for the rate here is entirely too 
low to be attractive. Rather, it seems that 
the international balance of payment is run- 
ning so heavily in favor of this country as 
to force the shipment of gold in settlement. 

Because this continuous absorption of gold 
by the United States constitutes so serious a 
drain upon the monetary supplies of foreign 


countries it may be of interest to examine 
briefly the principal items in this country’s 
balance of payments with a view to determin- 
ing what changes have upset the equilibrium 
and caused the gold inflow. 


Factors Behind the Gold Flow 


Taking up the principal items in our favor 
in the balance of payments, consideration may 
be given first to the balance of merchandise 
trade. Following is a table which shows the 
American surplus of exports over imports by 
years since 1923: 


Foreign Trade of the United States 
(000 omitted) 
Calendar 
Years 


Excess of 
Exports 
$ 375,427 

981,021 
683,258 
377,772 
680,633 
1,036,912 
841,634 
782,300 


Exports 
$4,167,493 
4,590,984 
4,909,848 
4,808,660 
4,865,375 
5,128,356 
5,240,995 
3,843,391 


Imports 


It will be seen that notwithstanding a sharp 
decline in the value of both imports and ex- 
ports during 1930, the net export balance con- 
tinued to compare favorably with that of 
1929, and the average of previous years. 
While it is true that during the first three 
months of 1931 the surplus of exports, 
amounting to $141,840,000, shows a consider- 
able reduction as compared with the total of 
$236,115,000 for the corresponding period of 
last year, nevertheless the payments on ac- 
count of the merchandise balance are continu- 
ing to be heavily in our favor. 

We have also heavy payments due us an- 
nually on account of interest and principal 
on foreign investments. These are estimated 
to amount to approximately $1,200,000,000 of 
which $236,000,000 represents payment of in- 
terest and principal upon the war debts, and 
the total is more likely to increase than to 
decrease each year. 

Still a third important item on the credit 
side appears in the sums due us on account 
of foreign purchases of securities in our mar- 
kets. During the bull markets of 1928 and 
1929 the amount of this buying was very 
large, having been estimated by the Depart- 
ment of Commerce at $1,503,000,000 and $1,- 
537,000,000 respectively. Since the crash the 
volume has undoubtedly fallen off, though it 
has by no means disappeared ; during the past 
year there have been repeated indications of 
considerable repurchasing of American secur- 
ities by foreign investors, while there has 
been a good deal of buying at times by for- 
eigners of securities of their own countries 
listed in this market. Just how large a factor 
this is at the present time is difficult to say, 
but the probability is that the total of this 





business is down to a point where it is more 
likely to be sustained, or even increase, than 
to fall off. 

As against these principal items on the 
credit side of our balance of payments we 
now have to consider what has been taking 
place on the debit side. 

Of the principal items calling for payments 
by the United States to foreign countries, one 
of the most important is the volume of for- 
eign financing done in this market. The fol- 
lowing table shows the total of foreign secur- 
ities publicly offered in this country since 
1923: 

Estimated New Nominal Capital 
(000 omitted) 
1923 .$ 420,597 
1924 969,224 
1925 1,076,466 
1926 1,125,481 
1927 1,336,760 
1928 1,250,951 
1929 671,231 
1930 905,333 


























During 1929 the volume of foreign offer- 
ings dropped off by 46 per cent, a decrease 
due to the high money rates of that year 
which interfered with the flotation of bond 
issues of all kinds. During 1930 there was 
some improvement in the market, particular- 
ly during the early part of the year, so that 
the total of foreign issues for the year in- 
creased somewhat over the total for 1929, 


though remaining much below figures for the 


years prior to that. This improvement, how- 
ever, proved to be shortlived, for with the 
outbreak of serious economic and political 
difficulties in many countries during the sec- 
ond half of the year, offerings during that 
period dwindled to only $200,000,000, to be 
followed during the first quarter of 1931 by 
only $171,000,000, composed entirely of Can- 
adian issues. In other words, this item of the 
balance sheet shows a tremendous shrinkage 
in recent years. 

Moreover, expenditures of American tour- 
ists abroad, which in the year 1929 were 
estimated at $700,000,000, have likewise 
been sharply reduced by the depression, and 
decreases also have taken place in such items 
as immigrants remittances, payments of in- 
surance, freight, etc. Though estimates as 
to the extent of these declines have not yet 
been published by the Department of Com- 
merce, there can be no question but that the 
decreases have been substantial. 

In short, a summary of the principal items 
in the balance of payments indicates that 
whereas the payments which foreigners have 
to make to us on account of interest, trade 
balance, and the like, are continuing at high 
levels, the amounts of foreign exchange which 
we have been accustomed to place at their 
disposal through our purchase of their secur- 
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ities, expenditures of our tourists, etc., have 
been sharply restricted. Under such circum- 
stances it is not to be wondered at that the 
exchanges are under constant pressure suf- 
ficient to induce gold movements to this 
country. 


The Gold Movement by Countries 


Taking the period since January 1930, the 
heaviest movement has been from Japan. This 
has reflected the removal of the embargo on 
gold exports, and later the drop in prices of 
silver and silk which affected Japanese trade 
unfavorably. 

The heavy gold movements between the 
United States and Canada are largely seasonal, 
gold generally moving from this country to 
Canada during the Fall of the year when 
Canadian crops are moving, and returning to 
the United States during the Winter when 
Canadian ports are closed to navigation. Dur- 
ing the period of high money rates and active 
speculation in 1928 and 1929, Canada lost 
heavily of gold to the United States, but last 
year the movement was closely balanced. Im- 
ports during January and February of this 
year are in accord with the seasonal tendency, 
and presumably will be offset by the usual ex- 
port movement towards the close of the year. 

Of different character are the movements 
from South America and the shipments from 
the Far East. Most of these countries are 
producers of raw materials and foodstuffs 
which have undergone a drastic shrinkage in 
value, while at the same time many of them 
have heavy obligations to meet abroad on ac- 
count of imports and service on foreign debts. 
Lacking the foreign exchange to make these 
payments, and with our bond market closed to 
foreign issues, these countries have no alterna- 
tive but to send us their gold. 

Most interesting, however, of these various 
movements, and the one most significant of 
the magnetic power of the United States, is the 
recent movement from France. Until iately 
France has shown a capacity for absorbing 
gold second only to that of the United States. 
This continuous piling up of gold in the Bank 
of France has been one of the extraordinary 
financial developments of recent years, and 
one that has occasioned a great deal of criti- 
cism of French policies, as well as concern for 
world monetary conditions. Just what fac- 
tors have brought about a reversal of this 
movement is not entirely clear, since, as has 
been said, the level of money rates here is not 
attractive. It is true that France has been 
more liberal in the extension of foreign credits 
of late, having contracted to lend substantial 
sums of Rumania, Poland, and Yugoslavia, 
but little of this money is expected to leave 
France. In any case it is difficult to see how 
dollar exchange would be affected. Presum- 
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ably the balance of trade has been running 
against France. Within the past year the 
French have been feeling the world depression 
more acutely and this may be affecting their 
foreign trade. American tourist expenditures, 
moreover, have fallen off in the past year, as 
has been said, and this is an important factor 
in the French balance of payments. At the 
same time, France has large fixed payments 
to make abroad on her debts to the American 
and British Governments. In short, it is but 
another example of the strength of the Ameri- 
can creditor position which inevitably results 
in a tendency to draw to ourselves the gold 
supplies of the world. 


Dangers Inherent in Present Gold Tendencies 


That the consequences of this continued 
maldistribution of gold are serious is general- 
ly recognized. From the standpoint of the re- 
cipients it is undesirable as constituting a 
source of potential inflation; from the stand- 
point of the losers it is even more dangerous 
as involving a drain upon the bases of their 
credit and currency systems. 

In their action upon the bill rate it is to be 
presumed that the Federal Reserve authorities 
were influenced principally by the desire to 
make the Federal Reserve rate a true reflector 
of the huge supplies of funds in the short term 
market, now in prospect of being augmented 
by the increasing rate of the gold flow. At the 
same time it was probably recognized that 
such action would not be incompatible with a 
desire to avert, so far as possible, this increas- 
ing tide of metal. Whether the action taken 
will prove permanently effective in this respect 
is problematical. So far, the results have been 
encouraging, as most of the European ex- 
changes have rebounded sharply, and the gold 
flow from France has been checked for the time 
being at least. With the bill rate in London 
holding at 2 9/16 per cent there is incentive for 
idle funds to flow to London for employment 
instead of to this market. 


However, the fact that the flow of funds of 
late has seemed to have so little to do with 
differentials in money rates renders it doubt- 
ful as to how far the new rates will perman- 
ently change the situation. So long as the 
United States continues to enjoy a balance of 
payments running so heavily in its favor there 
will always be a danger of gold imports, and 
if we are not to constitute a continuously dis- 
turbing factor in the world credit markets it 
would seem that we must sooner or later 
make up our minds to rectify the balance by 
either lending freely and on a continuously in- 
creasing scale, or else by finding some way of 
taking less on account of interest payments 
or by accustoming ourselves to a reduction 
in our merchandise trade balance. 


- 


Furthermore, it must be accepted as in- 
evitable under such conditions that foreign 
countries will endeavor to reduce their adverse 
balances by curtailing purchases of our prod- 
ucts so far as practicable. The loss of gold 
from their banking reserves tends to restrict 
credits and create apprehension in business 
circles and thus delay business recovery; also 
to raise a question in some cases as to the 
practicability or advisability of remaining on 
the gold basis. This situation concerns the 
United States as well as the countries that 
are losing gold, as the value of the gold stand- 
ard to every country using it is in having a 
common standard of value with the other 
countries of the world. 


Economics in Politics 





Under the above heading last month we 
referred to the Washington conference of 
“progressives” held in March, and its general 
arraignment of American business on account 
of the existing worldwide depression. The 
resolutions and speeches were of the character 
usually offered on such occasions, including 
declarations against the unholy ambitions of 
wealth, the rapidly increasing power of mon- 
opoly and the failure of the leaders of business 
to recognize their responsibility to maintain 
industry always at the top notch of activity. 

We gave quotations last month from the 
resolutions of the conference and speeches 
made before that body, but in order to give 
full importance to charges of this type we 
give following extracts from an address en- 
titled “The Economic Impasse of the Western 
World,” delivered by the President of the 
University of Wisconsin, upon the occasion of 
the Seventh Annual Conference of the Major 
Industries, held under the auspices of the Uni- 
versity of Chicago, October 22, 1930: 


The simple fact is that a machine economy must, 
along with the making of commodities, see to it that 
the consuming millions have money with which to 
buy and leisure in which to enjoy the products 
the machine economy creates. And that means 
higher wages than we have yet paid, shorter hours 
than we have yet set, and lower prices than we have 
yet fixed. Our machine economy is today sinking us 
in a sea of surplus production that we have not yet 
proved statesmanlike enough to use to the advantage 
of ourselves and of the world. * 

But that we are producing more goods than the 
consuming millions are able to purchase is obvious. 
Production and consumption are seriously out of 
balance. There are two obvious ways to deal with 
this disturbed balance between production and con- 
sumption. We can slow down production by deliber- 
ate policy or we can speed up consumption by de- 
liberate policy. I shall not attempt to disguise my 
conviction that to throw the brakes on our produc- 
tive capacity would be a coward’s policy and a social 
retreat. We have evolved a machine economy that 
can, if we will but bring a far-sighted statesmanship 
to its direction, emancipate the race from drudgery, 
lift the standard of physical well-being throughout 
the world, and give mankind at last leisure in which 
to cultivate values that lie beyond economics. But 
the machine economy will never do these things un- 
less and until the leadership of industry sees to it 
that a larger share of the national income is shifted 





into the pockets of the consuming millions, and until 
the margin of leisure for the millions is markedly 
increased. And if and when the leadership of in- 
dustry assumes as one of its major duties increas- 
ing the income and the leisure of the millions, it will 
discover that, as a by-product of this statesmanlike 
social ministry, it has made greater profits than ever 
before. * * * & 

* * * It is one of the ironies of history that the 
very things for which labor and liberalism have 
pleaded through the generations, on the ground of 
simple social justice, namely, high wages, short 
hours, low prices, are now seen to be the only things 
that can, in the interest of the solvency of capital- 
ism, keep our industrial order a going concern. 

* * * By a thousand superficial tests our cap- 
tains of education and our captains of industry have 
been successful during the decade just closed, but, in 
the deeper sense, they failed when faced with the 
crucial test of their careers, namely, the prevention 
of the current economic depression. 


We attach more importance to these utter- 
ances than to those of a semi-political char- 
acter previously quoted, for undoubtedly the 
latter represent the reactions of a great many 
sincere and thoughtful people to the present 
situation. The common expression is that 
there must be something wrong with the exist- 
ing system of industry, when millions of will- 
ing workers are unable to obtain employment 
and are suffering from want, while the neces- 
saries of life are so abundant that they cannot 
be sold at prices remunerative to producers. 
The title of the address referred to may be 
accepted as describing the present unhappy 
situation, but the address itself fails to recog- 
nize any factor in modern industry but pro- 
prietary management, which is assumed to 
have everything in its own hands. This view 
is erroneous and by placing the emphasis 
where it does not belong not only misdirects 
public attention but tends to provoke class 
antagonism and thus aggravate the difficulties 
of the situation. There is much more behind 
this state of confusion than the attitude of 
employers on wages. 


Complexity of the Social Organization 


There are three fundamental factors in the 
modern industrial organization which together 
afford a better explanation of its difficulties 
than the one offered by the orator. They are 
(1) that for the sake of greater productivity 
we have developed a very complex and inter- 
dependent system, (2) that it is a free system, 
allowing individual initiative and action not 
only to all proprietors of industries but to all 
contributors in any capacity, and (3) that the 
human kind, whether engaged in the indus- 
tries, the universities, the churches, the prac- 
tice of statesmanship, or any other line of 
organized effort, has not yet developed a very 
high capacity for harmonious cooperation. 

Emerson said that the best test of the civi- 
lization of any people was “facility of associa- 
tion”—meaning the ability to understand each 
other, have faith in each other, get along to- 
gether harmoniously and work together for 
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common purposes. It must be recognized that 
by this test society does not anywhere mani- 
fest a very high degree of civilization. The 
task of regulating armaments, which rests 
with a few governments, would seem to be an 
easy.one in comparison with the task of main- 
taining business stability the world over. 


It is often said that the economic organiza- 
tion has developed beyond the understanding 
of the common man. He does not understand 
his own part in it or the benefits he derives 
from it. The organization is a wonderful de- 
velopment, which has taken form without any 
comprehensive plan, under the silent direction 
of economic law, for the purpose of supplying 
the needs and wants of the population. This 
is an age of specialized effort and an exchange 
of services. The organization is like a great 
machine, in which every part is dependent 
upon every other part, and the efficiency of 
the whole is dependent upon balanced rela- 
tionships and cooperative effort throughout; 
but so low is the “facility of association,” that 
society tends to break up into groups, blocs, 
factions and organizations of various kinds 
which expend most of their energies in fight- 
ing each other, and thus very greatly impair 
the efficiency of the organization as a whole. 


What Makes Prosperity 


What is wanted of course is the largest pos- 
sible flow of goods and services from the or- 
ganization as a whole, accompanied by the 
ready distribution and consumption which will 
clear the markets and stabilize production and 
prices. Since the system, although for con- 
venience functioning by the use of money and 
credit, is really one of refined barter, it is of 
the first importance that the offerings shall 
come on the market in proper proportions, 
also that their exchange relations shall not be 
suddenly and radically changed. Any disrup- 
tion of these balanced relations to which pro- 
duction and trade are adjusted will throw the 
whole system into confusion, for unless each 
group of producers is able to dispose of its 
products or services on the accustomed terms 
it cannot make its usual purchases, industry 
slows down, unemployment results, and we 
have what is called the mystery of unemploy- 
ment, “with millions willing to work but suf- 
fering want in the midst of plenty.” 


This general situation may be illustrated by 
the organization of any single industry of 
numerous departments. It is said that a pair 
of shoes in the making passes through thirty 
or more processes by different workers. Evi- 
dently all of these departments must be in 
balanced relations, or there will be lost time, 
inefficiency and waste, with the result that the 
output of the factory will be lessened, the 
profits of the business will be lessened, if the 
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pay of the workmen is by the piece their earn- 
ings will be lowered, and if the condition is 
chronic the business will be eliminated by the 
competition of more efficient rivals. 

Balanced relations are secured in a private 
industry by the supervision of the man- 
agement; but there is no such overhead 
control over industry as a whole. Our indus- 
trial system is a voluntary system. Everybody 
is expected to find his own place in it. What- 
ever business relations we have with each 
other are by mutual agreement or common 
consent. Furthermore, conditions in the busi- 
ness world are always changing and this is 
inevitable in a progressive society. Neverthe- 
less, a fairly good state of balance is main- 
tained under ordinary conditions by the auto- 
matic control of the price system, falling 
prices in one industry directing efforts into 
activities that yield better returns, until the 
balance is restored. At times, notably as a 
result of war or industrial or political changes 
of more than ordinary importance, the distur- 
bance is more far-reaching. This is illustrated 
by the railroad era, when new regions were 
opened more rapidly than their products could 
be absorbed and by the boom resulting from 
the consolidation of the German states into 
the German Empire, following the Franco- 
German war of 1870-1871. Human psychology 
is a factor in such disturbances, by reason of 
the tendency to mass action, particularly in 
efforts to discount the future by speculation. 


The Law of Equilibrium 


It is evident that the equilibrium in industry 
and throughout the business world is the 
fundamental condition of prosperity, and in- 
creasingly so as business becomes more highly 
organized. It was of the minimum importance 
before the use of power machinery and rail- 
roads, when each small community was in 
large degree self-supporting by means of hand 
tools and the household industries. With 
modern machinery and means of transporta- 
tion and increasing world trade the situation 
is more complex, with greater danger of mal- 
adjustments which disturb the equilibrium. 

We referred last month to a recent book, 
entitled “Hard Times—The Way In and the 
Way Out,” by Dr. Richard T. Ely, who for the 
eleven years 1881-1892 was head of the Depart- 
ment of Political Economy in Johns Hopkins 
University, going thence to serve in a like 
capacity in the University of Wisconsin for 
thirty-three years and retiring from active 
teaching in 1925. His textbooks upon eco- 
nomics are standard works. Perhaps the most 
outstanding feature of his latest book is the 
manner in which again and again he empha- 
sizes the importance of the relations between 
the industries. We give several quotations, 
taken from different parts of the book: 


“As our economic life advances, it becomes more 
and more one of relations. When these relations are 
disturbed we have Hard Times. It has sometimes 
been said that we have now all the labor and cap- 
ital, all the machinery, all the land and all the 
natural resources that we had during our highest 
prosperity in 1929; and it is argued that we are just 
as rich as we were before the crash, and we really 
ought to be equally prosperous. What is overlooked 
is that, as our life is one of economic relations, our 
prosperity depends upon the smooth and easy way 
in which they work. Unless these relations func- 
tion properly all the other conditions of prosperity 
are inadequate. (Page 21) 

* s 2 s 

What we are striving for and must ever keep be- 

fore us as a goal is that balanced production which 
giving employment to all labor, all capital and our 
other economic resources, would produce a maximum 
of satisfaction of human wants of all kinds and the 
nearest approach to economic felicity that human 
beings are capable of. (Page 39) 

s . « a 

The changed character of our economic life gives 

a significance to research of the kind that we have 
been describing, which it did not have in earlier 
stages of our economic evolution. Our economic life 
consists ever more and more of relations. Modern 
economics deals in human relations of an economic 
character. We are ever increasingly dependent upon 
our fellows. This is a truism. Our life is becoming 
social and less and less individual. To make these 
economic relations function properly requires a new 
knowledge which impartial scientific research alone 
can give us. (Page 119) 

* e & a 


War has been mentioned as one of the ways into 
Hard Times. War leads to overexpansion along those 
lines which have especial significance for war. This 
leads to exceptionally high prices for the products 
which are emphasized. That, in turn, leads to ex- 
cessive expansion and then, after the war, a collapse. 
No better illustration than that of wheat in this 
country can be afforded. (Page 15) 

* * * - 

As our economic life develops, economic relations 
become more and more international and worldwide, 
until we have what we can really call incipient world 
economy. Its proper functioning depends upon 
world peace. When international disturbances break 
human relations, as in the case of the World War, 
calamities are limitless and immeasurable. 

We thus come back again from a somewhat dif- 
ferent point of view to war as one of the causes of 
Hard Times and one which must assume ever larger 
and larger proportions as our economic life becomes 
more and more one of relationships and as these 
relationships broaden out from local centers until 
they become nationwide and even worldwide. (Pages 
82-83) 


Particular attention is directed to the second 
quotation, from page 39 of the book, in which 
the author emphasizes that balanced produc- 
tion will give employment to all labor, all 
capital and our other economic resources, and 
produce the maximum of satisfaction for all 
human wants. Nothing is said about wages 
in terms of money, which are only the means 
by which products and services are exchanged. 
Goods and services pay for each other. The 
real satisfaction of wants is not in money, 
but in the desirable things which are being ex- 
changed. The maximum of satisfaction is to 
be had when everybody is at work, in balanced 
production, and whether the money is called 
“dollars” or “shillings” or “francs” or “guil- 
ders,” or the general level of wages and prices 
is on one basis or another, is of comparatively 
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small importance, provided a common basis 
for the exchanges is maintained. 

Another reference to the importance of such 
relations may be found in an address by Pro- 
fessor Henry Clay, an eminent English 
economist, before the British Association for 
the Advancement of Science, 1929.(*) Dis- 
cussing wage controversies in England and 
means of settling them, he said: 

The defect in the machinery for wage-negotiation 
to which the present unemployment situation points 
is the purely sectional character of the deliberations. 
It is no one’s business to consider wages as a whole; 
there is no authority charged with the duty of re- 
minding wage boards of their responsibility to in- 
dustry in general. Collective bargaining must fail 
in securing an adequate adjustment of wages to 
industrial conditions so long as it is confined to ne- 
gotiations over individual trades and industries. If 
it is to continue, it must be supplemented by some 
device for ensuring that the negotiators in each trade 
and industry have regard for the effect of their de- 
terminations upon other trades and industries, and 
for compelling them to contemplate the needs of 
industry as a whole. 


Of course, what Professor Clay says applies 
with equal force to the relations between such 
distinct branches of industry as agriculture, 
mining, transportation and manufacturing, and 
also between the productive industries and the 
distributive services. Prosperity depends 
upon stable and acceptable relations between 
all groups of the population, for they are all 
dependent on each other. As a whole they 
make the market for each other’s services. 

We quoted last month from Paul H. Doug- 
las, Professor of Social Relations, University 
of Chicago, that it is the exchange value of the 
product of a given industry in relation to other 
products and services that determines real 
compensation in any industry. 

There is no gain in wage-advances which do 
not represent a distribution of increasing pro- 
duction. If wage-increases must be passed on 
to the consumers of goods the result is an 
increase of living costs which by the time all 
adjustments are made leave the wage-earner 
no better off than before. It is only another 
illustration of boot-strap lifting. Moreover, 
neither increased capacity for production nor 
the most generous attitude on the part of em- 
ployers can accomplish increased distribution 
without the industrial equilibrium necessary 
to a free flow of the exchanges. 


The Responsibility of the Business Organization 


It must be evident from the sound reasoning 
of these economists that the responsibility of 
securing stability, prosperity and a rising 
standard of living does not rest upon the pro- 
prietors or managers of business alone. What 
is the position of the individual business man 
among all the contending factors in the busi- 
ness situation? 


(*) See Quarterly Journal of the Royal Economic 
Society, London, September, 1929. 


Any person is free to enter any honest busi- 
ness and manage it as he sees fit, subject to 
the laws which forbid agreements in re- 
straint of competition (from which the farmers 
and wage-earners are exempt). If he is a 
manufacturer he must buy materials by reach- 
ing an agreement with somebody who has 
them for sale; if he hires labor he must pay 
the going wage, which certainly he is not able 
to dictate; when he sells his product he must 
reach an agreement with a buyer who usually 
is as able to bargain as himself; and if he 
enters into any understanding with other pro- 
ducers in his line for control of production or 
prices he is in danger of prosecution under the 
law. If it is necessary to adjust the price of 
a product to accomplish distribution under 
such market conditions as exist at the present 
time he will be able to do little without the co- 
operation of all the principal factors in pro- 
duction, transportation and distribution. If 
business policies are in any respect influenced 
by legislation, the proprietors of business have 
less influence with law-making bodies than the 
farmers or organized labor, because the latter 
are more important political factors than mere 
employers. 


In short, the proprietor of a business is 
hemmed in on all sides by conditions over 
which he has but limited control—hemmed in 
by the rights of others. Every party whose 
cooperation he requires, whether it be in sup- 
plying materials, labor, transportation or other 
necessary factors, has a right to bargain over 
the terms of his participation and to withhold 
cooperation if he is able and chooses to do so. 


It is a common saying that production must 
be adjusted to consumption, but this does not 
describe the complexity of the problem. The 
real difficulty is in obtaining the cooperation 
of all industrial factors in an adjustment of 
production and prices so that all products and 
services will meet in the markets on terms 
that will make them readily exchangeable. In 
other words, there is a need for flexibility and 
for harmonious cooperation throughout indus- 
try which is seldom recognized. There is 
more need of educational effort along the line 
indicated by the utterances of Dr. Ely, Pro- 
fessor Clay, Professor Douglas and others 
whom we shall name than there is for critical 
addresses which show little understanding of 
these complex business problems. 


Derangements Resulting from the War 


The address from which the above extract 
was taken says nothing about the derange- 
ments of industry and trade resulting from the 
war. No such interruption of normal produc- 
tion and trade has occurred since the develop- 
ment of the modern, interdependent, system of 
world intercourse. It forced violent readjust- 
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ments to suit war conditions and these have 
involved further readjustments to suit peace 
conditions. Are the business men of the 
United States responsible for these read- 
justments? Did they have anything to do 
with the closing of the Dardanelles and the con- 
sequent expansion of grain production outside 
of Europe, or for the reappearance of Russia 
with a claim to her pre-war position in the 
grain markets of western Europe? Are they 
blamable for the general fall of grain prices 
which has resulted from the reappearance of 
Russia as an exporter? Are they responsible 
for the calamitous fall of sugar which has fol- 
lowed the recovery of sugar production in 
Europe, or for the drop of coffee in Brazil, or 
the general decline of crude products which 
has affected the buying power of hundreds 
of millions of people? Are they responsible 
for the fall of silver, the civil war in China, 
the Indian boycott of foreign goods, the Rus- 
sian revolution, the disturbed political condi- 
tions in Europe and Latin America, the un- 
balanced distribution of gold, the multiplied 
billions of national and international indebted- 
ness, the disturbance of trade relations first 
resulting from the war and then from the gen- 
eral increase of tariffs, the losses resulting 
from speculation in farms, town lots and 
stocks, the loss of purchasing power occa- 
sioned by thousands of bank failures,—or any 
of the other results of the war and war-dis- 
organization which are generally recognized 
as factors in the world-wide situation? Unless 
the business organization of this country is 
fairly chargeable with these conditions, what 
basis is there for the sweeping indictment 
brought against it? 


Individual Initiative vs. Overhead Supervision 


The irregularities and fluctuations in busi- 
ness which are incidental to a regime of indi- 
vidual freedom are made the basis for an ap- 
peal for a more highly regulated system—one 
having a greater degree of control over in- 
dividual initiative. 

One of the Senatorial spokesmen of the 
“progressive” group is reported as saying: 

Although many business leaders have continued to 
pay lip service to this policy of individual initiative, 
the ideas of an agricultural society have been 
definitely out-moded, and a new set-up of society is 


necessary in order to establish society on a pros- 
perous basis. 


The “new set-up” of course is to be regula- 
tion of industry and business by authority; in 
other words a plan to stabilize and supervise 


the activities of the American people. For 
it is what the people do in the mass—their 
buying and selling, their saving, spending and 
borrowing—that makes the state of business 
what it is from time to time. 

It is admitted that the existing order of 
society does not function perfectly, but what 


‘ 


reason is there for thinking that any society 
composed of human beings would function 
perfectly? Whatever the form of government 
or the industrial order, it must be directed 
by human beings. 

The most conspicuous rival of the system 
existing in the United States is the Soviet sys- 
tem of Russia. Theoretically it should be able 
to maintain the industrial equilibrium, for it 
has the power to tell everyone what he shal! 
do and what he shall get for doing it. The 
authority exists to send men to the wheat 
fields, the coal mines or the lumber camps as 
may be judged desirable, but this authority 
does not seem to be all that is necessary. That 
system began by professing Communism, or 
equality for all, but recent reports are that it 
has turned to payment for labor according to 
results, which of course is the fundamental 
principle of Capitalism. As yet apparently 
there remains the difference that the Russian 
who by superior capabilities and resolution is 
able to save something out of his higher com- 
pensation is not permitted to use this capital 
as an independent producer. He is called a 
“Kulak,” and treated as a public enemy, being 
denied employment in government enterprises 
and registered, finger-printed, photographed 
and required to report regularly, in order that 
he be kept under surveillance and his nefari- 
ous practices suppressed. In this country 
such individuals have been valued for their 
ability to make two blades of grass where 
there had been but one. 

Undoubtedly there must be executive au- 
thority somewhere; Russia has it with a ven- 
geance. The only question is how the busi- 
ness leaders shall be selected. Shall it be by 
lot, by the political method—as mayors and 
congressmen are chosen—by military power, 
or by the business method, which is by com- 
petition and elimination, the test of economic 
results, as practically all the high positions in 
our business world are filled? 

It was the governments of Europe, not the 
business men, who were responsible for the 
Great War, and political leadership and agi- 
tation has aggravated every industrial and 
financial crisis this country has known. The 
crisis of 1873, while due in part to inevitable 
reactions from effects of the civil war, was 
intensified by ill-advised inflation of the cur- 
rency and the action of the Congress in over- 
stimulating railway development by offers of 
land subsidies which induced excessive agri- 
cultural expansion and a collapse of prices. 
The crisis of the nineties also was chargeable 
in part to excessive agricultural development, 
stimulated by government expenditures or sub- 
sidies for railroad construction in Russia, Ar- 
gentina and Australia, and in part to political 
agitation to change the country’s monetary 
system. Experience affords no basis for the 















belief that business would be given greater 
stability or efficiency by a further extension of 
political control. 


The Record of Business Achievement 


In contrast with the vague though volu- 
minous complaints about the management of 
American business we quoted last month the 
statement of Mr. William Green, president of 
the American Federation of Labor, that in the 
ten years from 1919 to 1929 the productivity 
of the manufacturing industries of the United 
States per worker engaged in them increased 
approximately 50 per cent, and that the aver- 
age of “real” wages (purchasing power of 
wages) in the same industries increased ap- 
proximately 274% per cent.* We said then 
that this was an extraordinary showing of 
economic gain, and gave attention to Mr. 
Green’s point that the gain in real wages was 
only about one-half the gain in productivity. 
He offered these figures as evidence sup- 
porting two propositions: (1) that the wage 
earners were not getting their proper share of 
the gains of increased productivity, and (2) 
that this failure to pay the wage-earners in 
proportion to production had prevented the 
distribution of the products and thus was the 
cause of the industrial depression. 


Mr. Green’s views are entitled to respect 
and this is a point well worthy of careful at- 
tention. It involves the principle of a neces- 
sary equilibrium in industry, to which we 
subscribe. This point, however, has been 
carefully examined by Professor Paul H. 
Douglas, of the University of Chicago, in the 
latter’s exhaustive book entitled “Real Wages 
in the United States, 1890-1926.” 


(*) An Explanation: The extract from Mr. Green’s 
speech before the Progressive Conference which ap- 
peared in our April Letter was a faithful reproduction 
of that portion of the speech, as taken from a copy 
supplied by Mr. Green’s office, but it is evident that 
errors had been made either in transcribing the stenog- 
rapher’s notes or by a copyist, affecting the paragraph 
at the foot of the first column of page 59 and the 
paragraph at the head of the second column of 
that page. Three ciphers were omitted from the 
totals of both values and wages in both paragraphs 
and the total of wages in 1899 should have been 
$2,008,361,000. These paragraphs should have read 
as follows: 

“In 1899 the value of goods produced was $11,406,- 
927,000. The total in wages was $2,008,361,000. The 
per cent paid in wages to goods produced was 17.6 
per cent. That was in 1899.” 


“Value of goods produced in 1929 was $69,417,516,000. 
The total amount paid in wages was $11,421,631,000. 
The per cent paid in wages was 16.5 per cent, or 
considerably less than was paid in 1899.” 


A statement should also be made concerning the 
percentages of values paid in wages. These percent- 
ages are based on gross value of products, while 
percentage figures quoted from Professors Copeland, 
King and others are based upon “value added by 
manufacture,” as given by the United States census. 
This is the calculation generally used, and is reached 
by deducting the cost of raw materials, including fuel, 
purchased power and light, mill supplies, and con- 
tainers sold with products, from gross value of 
products. 
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Professor Douglas shows that the 50 per 
cent increase of productivity in the manufac- 
turing industries, per worker, and the 27% 
per cent increase of “real wages” are not com- 
parable as Mr. Green has used them. The 
purchasing power of wages as computed by 
the United States Bureau of Labor and used 
by Mr. Green represents “costs of living,” and 
is not based upon the prices of manufactures 
alone, but upon general family expenditures. 
These expenditures include all the costs of 
wholesale and retail distribution, transporta- 
tion, coal mining, rents and many other living 
costs over which the manufacturing industries 
have little or no control. The manufacturing 
industries can be held responsible only for 
maintaining an equilibrium between the 
wages they pay and the values produced by 
their operations. They are not responsible 
for the rise of house rents, which has been 
mainly due to the rise of wages in the build- 
ing trades, or for the increased costs in the 
distributive processes and trades, or for in- 
creased costs of materials in the manufactur- 
ing industries themselves, all of which are 
mainly due to higher wages in the various 
industries and services. 

Without repeating the details which were 
given in this publication last month, it is suf- 
ficient to say that in the period 1919-1929 
prices of finished products are recorded as de- 
clining 26.3 per cent, while wages were in- 
creased 26.6 per cent. Since 1929, down to 
February, 1931, these prices have had a fur- 
ther decline of 13 per cent, but there are no 
general figures for the movement of wages 
since the census year 1929. We think these 
figures afford justification for reaffirming the 
opinion that the manufacturing industries 
have accomplished remarkable gains for the 
common welfare. 


It was only by the gain in productivity that 
the industries were able to thus increase 
wages in the face of falling prices, and it is 
proper to add that the higher productivity 
was not accomplished by manual labor, for 
according to Professor Douglas, the number 
of hours constituting an average week’s work 
has undergone substantial reduction. From 
1899 to 1929 the reduction was from 57.5 to 
49.7. The gain in productivity is attributable 
in the main to organization, management, in- 
vention and the investment of capital in im- 
proved equipment. The increased capital in- 
vestments have signified employment for 
labor in constructional work and lower living 
costs to the wage-earners through the price 
reductions resulting. 





(This discussion will be continued next month, 
with particular attention to industrial developments 
since the war.) 
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RESOURCES 

Loans and Discounts . . . . «. §$ 62,325,348.87 
Overdrafts * RE Sas ‘ - . A 6,902.09 
Se ekg mele 21,313,309.74 
Other Bonds & Securities . . . . 24,913,788.80 
Bank Buildings .  . > ieee 1,166,500.00 
Furniture @ Fixtures . . . . . 123,510.88 

Customers’ Acceptance Liability 
(Less Amticiations|) . =... 3,681,344.81 
Bankers, Acceptances Purchased. . . 3,694,411.73 
Interest Earned but not Collected . . 612,833.25 
Cash on Hand &% Due from Banks .. 37,645,452.58 
$155,483,402.75 

LIABILITIES 

Capital Stock le Schr me eames ey SG, 
Surplus .. ee eee te 6,080,000.00 
Undivided Profits Seer ie SW 1,018,118.80 
Reserve for Interest, Expenses wel Taxes . 620,931.98 
Interest Collected but not Earned . . 250,386.48 
Circulation . - . . 1,981,920.00 
Letters of Credit and Ruenitane ee 3,696,617.88 


Cee wee TO I 134,335,427.61 





$155,483,402.75 
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